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HOW BIG IS THE BUILDING BOOM? 


HERE are lots of answersto this question. They depend on howyou meas- 
ure the bigness and what segment of the building industry you have in 
mind when you do the measuring. 


Finding a yardstick that stretches over the entire country and that reaches 
back far enough into history is the first requirement in measuring this boom, 
because its bigness and its magnificence only come into focus when compared with 
what has gone on before. 


If we simply measure the housing boom by the number of new nonfarm dwelling 
units started and the other segments by the dollar volume of construction put 
under way, we see that the present boom is by all odds the greatest on record. 
But this is not a true measurement. 


This type of measurement loses sight of the tremendous increases in the pop- 
ulation and in the price level, so in order to fit the present boom into its proper 
historical focus we must devise a yardstick that takes account of these changes. 


When we do this we see that the boom is not so big nor so magnificent as it 
first appeared - and, of even greater importance, we see that the danger of 
overbuilding is not so near as we, among others, had supposed. 


Our measurement of the various segments of the building boom is shown by 
the series of charts on pages 95 through 101. On the first of these charts we show 
the index of total dollar volume of all new construction (dashed blue line), * the in- 
dex of total dollar volume of all new construction expressed in terms of 1947-1949 
dollars (solid blue line),* and the index of total dollar volume (1947-1949 dollars) 
adjusted for population growth (red line). 


By this chart we see 1. that total dollar volume has risen far higher than ever 
before, and in 1953 rose to almost three times the height it achieved during the 
boom of the twenties; 2. that dollar volume, when expressed in terms of 1947-1949 
dollars (to eliminate price change distortion), is only about 22% above the peak 





*Figures from Construction and Building Materials, Statistical Supplement, pub- 
lished by the U. S. Department of Commerce. 
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reached during the twenties; and 3. that when construction volume is adjusted for 
price change and population growth, the present boom falls somewhat short of 
the proportions reached by the boom of the twenties. This last indication is charted 
more clearly in the small insert in the lower right-hand corner, where the present 
boom is compared directly with the last boom. Remember that both lines on the 
small chart are adjusted for price and population changes. 


Incidentally, the big rise in 1942 was caused by war plant construction, and 
shows up quite boldly on the third chart. 


There are some shortcomings to even this type of measurement. The chief 
fallacy lies in assuming that the same volume of construction per capita is neces- 
sary today that was necessary during the twenties. This is probably not a true 
assumption. One example that comes to mind is the change in the type of retail 
space being provided today. Most of this space is a good deal more efficient than 
the space provided during the last boom, and consequently a smaller volume of it 
is necessary. The same is true to a large extent in many of our simpler manu- 
facturing plants. They are laid out more efficiently, and therefore the same vol- 
ume of plants should turn out more production than in the twenties. This short- 
coming is probably more than offset by another. This second shortcoming rises 
from the fact that no recognition is given by these indexes to the increase in the 
number of products and services now manufactured and marketed that were not 
available during the last boom. 


The laundromat and the drive-in movie were unknown during the twenties, but 
they are now a part of our everyday life. Taverns and liquor stores were illegal 
during the last boom, but flourish today. (Industrial construction has benefited by 
virtue of considerable expansion in the brewery and distillery field.) Recrea- 
tional facilities, particularly bowling alleys, have undergone enormous expan- 
sion, as have appliance stores. Moreover, the stupendous growth in the use of 
the automobile has fostered similar expansion of gasoline service stations, 
garages and the need for more roads. 


Therefore, while the space being constructed today may be a good deal more 
efficient than that formerly provided, there is a whole group of new businesses 
and industries that have been added to our economy, and these must have buildings 
in which to make and sell their products. It seems to us that these new demands 
on construction volume that rise from changes in our way of life more than offset 
the probable reduction in construction volume that results from more efficient 
use of space. 


In the second chart we measure private construction volume in the same 
manner and obtain approximately the same answer. The present boom, when 
corrected for price and population changes, has not risen to the height of the 
last one. This comparison is easy to see in the small chart in the corner. It 
is comforting to know that the present boom in private construction is lagging the 

(cont. on page 102) 
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HOW BIG IS THE BUILDING BOOM? 
(cont. from page 94) 


boom of the twenties by an even greater margin than is the boom in total construc- 
tion. The impact of overbuilding in the private field is always more severe than 
overbuilding in the public field (with the exception of overbuilt public housing). 


Notice that all three indexes of private construction rose higher in the twen- 
ties than did the indexes of total construction, and notice that all three indexes 
of total construction have risen higher during this boom than have the private 
construction indexes. This is because of the big increase in public construction 
that has gone on in the last few years (and which is naturally included in total 
construction). More roads, bridges, sewers, waterworks, schools, hospitals 
and public buildings have been going up than ever before. 


In the third chart we encounter the first evidence of overbuilding. Although 
private industrial construction, when adjusted for population and price changes, 
is below the level of the last boom, the addition of enormous public industrial 
facilities runs the index of total industrial construction (red dashed line) far above 
the last boom’s level. 


It is very difficult to measure industrial construction activity by this method, 
and we are not at all satisfied with the conclusions implied by this chart. If 
there is overbuilding in this field (and this is a possibility), it is due to the large 
amount of public industrial construction that occurred during World War II and 
the Korean War. The chart does not indicate how much of this wartime construc- 
tion is closed down, or obsolete because of its specialized nature, or how much has 
passed into private hands. One thing the chart does show is that private indus- 
trial construction dipped in 1953. Our guess is that it will dip even more in 
1954. 


In the fourth chart we have measured the private construction of offices, 
lofts and warehouses. Along with apartment buildings, this segment was probably 
the most seriously overbuilt of any during the late twenties and early thirties. 
There are many cities where not a single new office building has been erected for 
25 years. (St. Louis, for example, is one.) 


While there is certainly no apparent danger of nationwide overbuilding in this 
field, we know of cities where the supply of office space is already forcing a 
marked rise in the vacancy level. * 


Most new construction in this field has been office buildings and will probably 
continue to be. The construction of new warehouse space has not been sufficiently 
great to cause the recent rises in the index, and the construction of new loft space 





*See December 28, 1953, Real Estate Analyst, Volume XXII, Number 58, pages 
539-544, published by Roy Wenzlick &Co. 
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has been in a declining trend, which we think will continue. We therefore feel 
that overbuilding in this segment will be found in the office building field, but 
that the overbuilding will be definitely of a spot nature. 


In the fifth chart we have measured what we call private commercial construc- 
tion. In this group are included stores, restaurants and garages. 


Here, again, is the now familiar pattern of dollar volume of construction 
far outstripping the record of the last boom, but definitely lagging behind the 
last boom when adjusted for price and population changes. Building in this sec- 
tion could go on at the present level for several more years without equaling the 
overbuilding that occurred in the twenties. 


In the sixth chart we find the only field where present-day private construc- 
tion has outstripped the last boom. This is in new construction on farms, and 
we measure this type of construction in the same way as we do the others, ex- 
cept that we make an adjustment for the changing number of farms rather than 
the change in population. Incidentally, this adjusted index is now higher than 
the index that has not been adjusted for the number of farms, because the num- 
ber of farms has been in a steady decline. In the other charts the population- 
adjusted index has been lower than the others because the population has been 
steadily increasing. 
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The small chart in the corner of page 100 shows that the present construc- 
tion boom on farms, when adjusted for the number of farms and the change in 
prices, has roughly doubled the last boom in farm construction (1915-1923). 
It also shows that the present boom has been on the downgrade since 1950. Un- 
doubtedly, this downtrend in farm construction will continue for some time. 


In the seventh chart we show only two indexes. The blue line is an index of 
the number of nonfarm residential units started each year from 1915 through 
1953. The red line is an index based on the number of nonfarm residential units 
started per 10,000 nonfarm families. (In other words, we make our population 
adjustment on a family basis rather than on a per capita basis. ) 





By this measurement we see that the number of residential units built during 
the present boom is much higher than the number built during the twenties. On 
the other hand, we see that when the adjustment is made for the increased num- 
ber of families, the present boom falls considerably short of the overbuilding done 
during the former period. This comparison is easy to see on the small insert 
chart on page 101. 


There are several other charts in this bulletin that we think should be men- 
tioned. 
(cont. on page 106) 
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(cont. from page 104) 

On page 103 is a chart showing the dollar volume of all new construction and 
maintenance and repair work from 1915 through 1953. These figures are (for a 
change) not adjusted for anything. It is interesting to notice that the expenditures 
for maintenance and repairs amount to more than the dollar volume of new public 
construction in all but the war years. The Department of Commerce, which com- 
piled the maintenance and repair figures, points out the extreme difficulty of ob- 
taining complete and accurate data in this field. 


On page 104 is a chart that shows how much of the national income originates 
within the construction industry. This line is made up of wages and salaries paid, 
interest earned (on work under construction loans), and income before taxes 
earned by the contractors. In 1953, the amount was $15.1 billion. 


The chart below shows mortgage debt on one- to four-family nonfarm homes. 

It would not be surprising to see the percentage of Government-insured or 

guaranteed mortgages increase this year. The market for FHA-VA mortgages is 

improving steadily over most of the country. A local mortgage lender told us that 

he had been very much surprised by the large number of VA loans being written in 

a new subdivision here. He had anticipated that about 40% of his applicants would 
(cont. on page 108) 
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(cont. from page 106) 
be GI’s. As it turned out, almost 90% were, and most of them were buying their 
first house, even though they were veterans of World War II instead of the Korean 
War. 


On page 107 is our chart on money and bank deposits in use per capita. The 
heavy blue line shows the money and bank deposits in use per capita from 1860 
to the present. The red line shows the same figures corrected for the varying 
cost of goods and services. The blue dashed lines show the trends on the uncor- 
rected figures, which would indicate that money and bank deposits were close to 
the upper limits of our trend - hence highly inflationary. The red trend lines, 
however, show that money and credit is not too excessive in view of the present 
price level. This would indicate that the inflationary pressures are not nearly 
so great as they were in 1944, but they have increased since 1950. 











